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COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION

AT RI CHVOND, DECEMBER 18, 2001

APPLI CATI ON OF

CENTRAL VI RG NI A ELECTRI C CASE NO. PUEO00583
COOPERATI VE

For a general increase
in rates

FI NAL ORDER

Central Virginia Electric Cooperative ("CVEC' or the
"Cooperative") has filed with the Conm ssion an application for
a general increase in rates under 8 56-582 A 3 of the Virginia
Electric Utility Restructuring Act, Chapter 23 (8§ 56-576 et
seq.) of Title 56 of the Code of Virginia ("the Act"), which
aut hori zes the establishnent of capped rates from January 1,
2001, to July 1, 2007. The Cooperative proposed capped rates
using a projected 2007 cost of service. Pursuant to § 56-

582 B(iv) of the Code of Virginia, the Cooperative proposes to
di scount the capped distribution rate each year between 2001 and
2007 to match the cost of service. The discount percentage
woul d be conputed using a target Time Interest Earned Ratio
("TIER") based on estimted interest and operating expenses

t hrough 2007. In addition, CVEC proposed changes in its charges

and terns and conditions of service.


http://www.state.va.us/scc/contact.htm#General

CVEC also filed for approval of its plan for functional
separation ("Plan") as required by the Act. The Act requires
that the Conm ssion conplete its review of proposed plans of
separation by January 1, 2002, and that transition to
conpetition be inplenented according to a tineline established
by the Comm ssion. Pursuant to an Order issued on March 30,
2001, in Case No. PUEO00740, the Comm ssion established
January 1, 2004, as the deadline for CVEC and other electric
cooperatives to provide full retail access for their custoners.

The Conmi ssion pronul gated rul es® for functional separation
as required by the Act. These Rules require the Cooperative to
file a Plan that includes a cost of service study separating the
Virginia jurisdictional operations into functions: generation,
transm ssion, and distribution, subdivided by class and
specifically identifying the costs associated with netering and
billing. The Rules also require that the Plan include proposed
unbundl ed rates, tariffs, and terns and conditions for service.
Requests for waiver fromthe required subm ssion of docunents
under the various sections of the Rules are also permtted.

As required by the Functional Separation Regul ati ons,

20 VAC 5-202-40 B 8, CVEC filed its proposed unbundl ed rates,

terms, and conditions as part of the functional separation

1 Commi ssion's Regul ati ons Governing the Functional Separation of |ncumbent
Electric Utilities under the Virginia Electric Utility Restructuring Act
("Rules"), 20 VAC 5-202-10 et seq., adopted in Case No. PUA000029.



application. The Cooperative al so addressed default service
provi ded pursuant to 8 56-585 E of the Code of Virginia.

Before the Comm ssion is the Report of Howard P. Anderson,
Jr., Hearing Examiner, filed August 22, 2001 (hereinafter the
"Report"). Exam ner Anderson recomended that the Conm ssion
accept a stipulation of fact filed by CVEC and the Conm ssion
Staff and grant the application.

In response to the Report, CVEC filed on Septenber 12,
2001, comments on one aspect of the Report. Exam ner Anderson
recommended that CVEC refund with interest any anmount coll ected
through the interimrates and charges to all classes of
custoners. CVEC had advocated before the exam ner and now
before the Comm ssion that no refund be nade to nenbers served
under the Cooperative's Rate Schedul e A, Farm and Home Servi ce.
According to CVEC, the difference between the Schedule A M ni num
Charges in effect, on an interimbasis, fromJanuary 1, 2001,
and the M ni num Charges proposed in the stipulation would not
exceed approxi mately $60,800 for the entire class as of June
2001, while the cost of making the refund woul d exceed $50, 000.
The stipulation did not address the refund issue.

CVEC made two argunents for not making the refund. First,
the cost of the refund to its nmenber-custonmers woul d probably
exceed the anount refunded. Further, the M ninmum Charges in

effect on an interimbasis were supported by cost-of-service



studi es accepted by the Staff. No refund should, in CVEC s
view, be required when the interimrates were within the sane
range of reasonabl eness as the M ni num Charges accepted for
pur poses of the stipulation.

The Comm ssion has considered the record nade in this
proceedi ng, the Report, and CVEC s conments on the Report. W
w || adopt the Exam ner's reconmendation to accept the joint
stipulation. According to the Report, the stipulation was a
fair and just resolution of the issues identified in the
application and the testinony and exhibits, and we find that the
record supports such a finding.

Since it is not a nenber of a power supply cooperative,
CVEC opted to use the unique discounting nechani smfor capped
rates provided by § 56-582 B (iv) of the Code. Discounting
requires estimation of future costs of providing distribution
servi ces and custoner growth, anmong other variables. To
i npl ement the di scount mechanism future interest expenses and
i nterest coverage nust also be estinmated so that the Cooperative
remai ns on a sound financial footing. O equal inportance is
crafting the di scount mechanismto assure that nenber-custoners
pay no nore than is necessary to assure financial soundness.

The record shows that the Staff and the Cooperative investigated
these issues, and the stipulation is a reasonabl e resolution of

the issues. |In particular, the procedure for annual Staff



revi ew of the devel opnment of the discount factor should provide
for fair and expeditious adjustnment of rates.

In addition to accepting the stipulation, the Exam ner al so
recommended that CVEC nmake refunds to all custoners, which would
i nclude those served under Schedul e A, Farm and Hone Servi ce.
Exam ner Anderson noted that the expense of any refund could
approach the anobunt of the refund. Section 56-582 of the Code
of Virginia, the sane provision of |aw that authorized CVEC to
file rates that took effect w thout suspension, requires that

such rates be "subject to refund with interest. The rates
we find just and reasonable are below the rates filed by CVEC
and a refund i s necessary. The Commi ssion will adopt the

Exam ner's recomendation, and we direct a refund to all classes
of custoners.

Wth regard to functional separation, we find that
generation and transm ssion costs should be tracked
prospectively by the Cooperative in order to ensure accurate
functional allocations in any future proceedi ngs before the
Conmi ssion. We also direct the CVEC to begin tracking the
i ncrenmental costs associated with billing and coll ection costs,
as well as the activities that give rise to the custoner service
and | egal and regul atory costs.

CVEC, through its Power Cost Adjustnment Rider ("PCAR'),

flows through to consuners costs or credits reflecting changes



in a nunber of conponents of generation, including fuel,

pur chase power, and | oad managenent cost and credits. Like

ot her cooperatives' fuel factors, the PCAR fluctuates nonthly.
The inpact of the nonthly PCAR adjustnent in relation to the
determ nation of the market price for generation and the wires
charge (should CVEC ever request such a charge) may inpact the
devel opnent of conpetition. However, because it is not
necessary that we resolve this issue prior to January 1, 2002,
we w il defer our consideration of it until next year. In the
interim we direct the Staff to (i) consult with CVEC, the other
el ectric cooperatives, and any other interested parties on this
issue and (ii) submt a witten reconmendation to the Comm ssion
on or before March 1, 2002, on whether we should inplenent an
annual fuel factor adjustnment or PCAR for the cooperatives in
lieu of the current fluctuating nonthly charge.

Accordingly, the Conm ssion finds as foll ows:

(1) The use of a test year endi ng Decenber 31, 1999, wth
adjustnment to rate base and rate base sensitive itens to May 31,
2001, and the Staff's methodol ogy to adjust for the rate period
from 2001 through 2007 are proper and conply with the
requirements of the Act.

(2) CVEC s total operating revenues for the Virginia
jurisdiction projected for 2001, after adjustnents, are

$33, 066, 043, and total operating revenues for the Virginia



jurisdiction projected for 2007, after adjustnents, are
$42, 343, 584.

(3) CVEC s total operating expenses for the Virginia
jurisdiction projected for 2001, after adjustnents, are
$29, 359, 071, and total operating expenses for the Virginia
jurisdiction projected for 2007, after adjustnents, are
$40, 883, 299.

(4) CVEC s operating margins for the Virginia jurisdiction
projected for 2001, after all adjustnents, are $3,706,972, and
$1, 460, 285 proj ected for 2007.

(5 CVEC s total margins for the Virginia jurisdiction
projected for 2001, after all adjustnents, are $946, 267, and
$(1, 800,039) projected for 2007.

(6) CVEC s total rate base for the Virginia jurisdiction
projected for 2001, after all adjustnents is $72, 146, 689, and
$87, 789, 074 projected for 2007.

(7) CVEC s TIER for the Virginia jurisdiction projected
for 2001 is 1.32, and 0.48 projected for 2007.

(8) Use of a TIER range of 1.75 to 2.25 for annual review
and nodification of rates to maintain margins is reasonable and
supported by the record. CVEC s capped rates should be
di scounted, as found in finding paragraph (11) below, to afford

CVEC an opportunity to achieve the mdpoint, a TIER of 2.0.



(9) CVEC s projected additional revenue requirenent and
total revenue requirenent for the Virginia jurisdiction for 2001
are $2,018, 409 and $35, 084, 452, respectively and for the year
2007, as projected, are $5,269,536 and $47, 613, 120,
respectively, to achieve a TIER of 2.0.

(10) CVEC s total projected Virginia jurisdiction revenue
requi renent for the year 2007 of $47,613, 120 should be the basis
for determ ning the Cooperative's "capped rates” in accordance
with the Act and the basis for functionally unbundl ed retail
rates.

(11) The proposed adjustnent nmechanismto calculate a
di scount fromthe capped rates for the years 2001 through 2007
i s reasonabl e and shoul d be inpl enent ed.

(12) Application of a discount of 6.72%to CVEC s 2007
capped rates to develop rates and charges for service provided
on and after January 1, 2001, is reasonable and will produce
sufficient additional revenues to provide CVEC an opportunity to
achieve a TIER of 2.0.

(13) To inplenent the adjustnment nechanismfound to be
reasonable in finding paragraph (11), CVEC should file with the
Commi ssion by April 1, 2002, and by April 1 of each year
thereafter through 2007, a financial status statenent that is
based on information for the precedi ng cal endar year and neets

the requirenents that foll ow



(a) The financial status statenent shall begin with
total Cooperative per books information and renove non-
jurisdictional business and generation business. Ceneration
busi ness shoul d be renoved based on the functional separation
met hodol ogy included in the Stipulation, Conpany Ex. 1, as
corrected at the July 10, 2001 hearing (hereinafter "the
Corrected Stipulation"), Attachments C and D

(b) Only those adjustnents necessary to reflect the
Cooperative's financial information on a regulatory accounting
basi s should be nade. Such regul atory accounting adjustnents
shal | include, but are not limted to, unbilled revenue;
annual i zati on of changes to the base-rate discount; storm damage;
post-retirenment benefits other than pensions; material out-of-
period costs; and material non-recurring costs.

(c) Transition costs incurred by the Cooperative to
conply with requirenments of the Act shall be included in per
books expenses in the financial status statenent. |ncluding
transition costs shall not cause a decrease in the discount rate
applied to capped rates.

(d) The financial information shall be eval uated by
t he Commi ssion to determ ne whether the Cooperative's earnings
are within a TIER range of 1.75 to 2.25. The discount fromthe

capped rates, if any, wll be cal cul ated.



(14) The unbundl ed retail rates, by custonmer class, in the
Corrected Stipulation, Attachnent E1, are reasonable and should
be approved.

(15) CVEC shoul d recover paynent of |oad managenent credits
through its Power Cost Adjustnent Rider ("PCAR'). The PCAR
shoul d recover or credit the difference between actual nonthly
purchased power costs and the projected purchased power costs
for 2007. Certain other generation expenses are not subject to
recovery in the PCAR Attachnent Gto the Corrected Stipulation
details in the colum headed "Subject to PCA Recovery" the
accounts included in the PCAR Qher accounts are detailed in
t he col unmm headed "Subject to Gen. Rate Cap."” The Power Cost
Adj ustment Rider as set out in the Corrected Stipul ation,
Attachnent F, reflects the nethodology in Attachnent G It is
reasonabl e and shoul d be approved.

(16) The recommendations of Staff w tness Abbott for
nodi fications to the Cooperative's ternms and conditions for
service set out in Ex. GLA-8 at 25-32 are reasonabl e and shoul d
be i npl enent ed.

(17) CVEC should refund, with interest, to all custoners
all anmpbunts we find excessive.

Accordingly, IT IS ORDERED THAT:

(1) As provided by the Act and related provisions of Title

56 of the Code of Virginia, CVEC s application for a general

10



increase in rates is granted to the extent discussed in this
O der and is otherw se deni ed.

(2) CVEC s application for approval of a functional
separation plan pursuant to the Act is granted and the plan is
approved to the extent discussed in this Order and is otherw se
deni ed.

(3) On or before Decenmber 28, 2001, CVEC shall file with
t he Conmi ssion's Division of Energy Regul ation revi sed schedul es
of rates and charges and ternms and conditions conformng to the
Commi ssion's findings in this Oder. The revised terns and
condi tions shall include a description of the nmechanismfor
devel opi ng the discount fromthe capped rates. The revised
rates and charges and terns and conditions shall bear an
effective date of January 1, 2001, and be effective for service
provi ded on and after January 1, 2001.

(4) On or before March 1, 2002, CVEC shall recalcul ate,
using the rates and charges prescribed by this Order and
effective on January 1, 2001, each bill it rendered to al
custoners based, in whole or in part, on the rates and charges
that took effect, on an interimbasis and subject to refund, on
January 1, 2001. Where application of the prescribed rates
results in a reduced bill, CVEC shall refund, wth interest, as

directed below, the difference.

11



(5) Interest on refunds shall be conputed fromthe date
paynents of nonthly bills were due to the date refunds are made,
at the average prine rate for each cal endar quarter. |Interest
shal | be compounded quarterly. The average prine rate for each
cal endar quarter shall be the arithnetic nean, to the nearest
one- hundredth of one percent, of the bank prine |oan" rates
published in the Federal Reserve Bulletin or in "Selected
I nterest Rates", Federal Reserve Statistical Release H 15 (519),
for the three nonths preceding the first nonth of the cal endar
quarter.

(6) The refunds directed in ordering paragraph (4) may be
credited to current customers' accounts (each refund category
shall be shown separately on each custoner's bill). Refunds to
former customers of $1.00 or nore shall be nade by check nmail ed
to the last known address. CVEC nay offset the credit or refund
to the extent no dispute exists regarding the outstanding
bal ance of a current or former custonmer. No offset shall be
permtted for the disputed portion of an outstandi ng bal ance.

(7) CVEC may retain refunds of |ess than $1.00, which are
due former custonmers. CVEC shall nmaintain a record of fornmer
customers for which the refund is | ess than $1. 00, and such
refunds shall be nade pronptly upon request. Al unclained
refunds shall be subject to 8§ 55-210.6:2 of the Code of

Vi rginia.
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(8) On or before May 20, 2002, CVEC shall file with the
Comm ssion's Division of Energy Regul ation a report show ng that
all refunds have been nmade pursuant to this Order and detailing
the costs of the refund and accounts charged. Costs shal
include, inter alia, conputer costs, and the personnel hours,
associ ated sal aries and costs for verifying and correcting the
refunds directed in this Order.

(9) On or before March 1, 2002, the Staff shall submt a
witten recommendation to the Comm ssion on whether we shoul d
transition to an annual fuel factor adjustnment for the
cooperatives fromthe current fluctuating nmonthly fuel charge,
and if so, how such a transition should occur.

(10) CVEC shall provide tariffs and terns and conditions of
service to the Division of Energy Regulation that conformto
this Order and all applicable Comm ssion Rules and Regul ati ons
one hundred fifty (150) days prior to its inplenentation of
retail choice.

(11) This case is closed and dism ssed fromthe

Cormmi ssi on's docket.
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